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Compilation and Review
Alert—1995/1996
Introduction
The Compilation and Review Alert— 1995/1996 is a nonauthoritative
practice aid designed to help accountants plan and perform their 1995
compilation and review engagements. It clarifies certain existing pro
fessional standards, suggests ways of implementing Statements on
Standards for Accounting and Review Services (SSARSs) in special cir
cumstances, points out pitfalls that frequently occur in compilation
and review engagements, and summarizes new professional pro
nouncements.

Proposed Assembly Service
In September 1995, the Accounting and Review Services Committee
issued an exposure draft of a proposed SSARS titled Assembly o f Finan
cial Statements for Internal Use Only. The proposed Statement would
provide an optional exemption from the requirements of SSARS No. 1,
Compilation and Review o f Financial Statements (AICPA, Professional
Standards, vol. 2, AR sec. 100) if the CPA assembles financial statements
for a client who agrees to restrict the distribution of the statements to
internal use only. The proposed Statement defines the assembly of fi
nancial statements as:
Providing various manual or automated bookkeeping or data
processing services the output of which is in the form of financial
statements intended for internal use only. The function of assem
bling financial statements may include preparing a working trial
balance, assisting in adjusting the books of account, and consult
ing on accounting matters. Assembly does not refer to the mere
typing or reproduction of client-prepared financial statements.
The proposed Statement introduces a new type of financial state
ment service for nonpublic entities and does not preclude an account
ant from performing a compilation engagement in accordance with
SSARS No. 1. SSARS No. 1 requires that an accountant at least compile
financial statements that he or she submits to a client or others, and
report on them accordingly.
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The proposed Statement would require that an accountant establish
a written understanding with his or her client that includes the follow
ing:
• A description of the nature and limitations of the services to be
performed
• A confirmation of management's representation and agreement
that the financial statements are for internal use only
• A statement that the engagement cannot be relied upon to disclose
errors, irregularities, or illegal acts
An illustrative engagement letter, setting forth the understanding
with the client, is included in Appendix A of the proposed Statement.
The accountant would not be required to report on assembled finan
cial statements. However, the proposed Statement would provide the
accountant with the option of enclosing a transmittal letter with the
financial statements, if the contents of the letter were limited to the
following:
• An identification of the financial statements enclosed
• A reference to the fact that the financial statements are for internal
use only pursuant to the terms of the engagement letter
• Comments of a business advisory nature to which the accountant
wishes to draw the client's attention
To reduce the risk of misunderstanding, language or style similar to
that used in a compilation report is to be avoided. A sample transmittal
letter is included in Appendix B of the proposed Statement.
The proposed Statement also provides the accountant with the op
tion of placing a legend on each page of the financial statements indi
cating that the statements are restricted to internal use and referring
the reader to the engagement letter.
Proponents of the proposed assembly service believe that many non
public entities do not need financial statements that comply in all ma
terial respects with generally accepted accounting principles (GAAP)
or an other comprehensive basis of accounting (OCBOA) if the state
ments are for internal use only. They point out that many large public
companies obtain this kind of internal information by performing a
"soft close" that eliminates many of the adjustments required for
GAAP financial statements. As stated previously, existing standards
require that CPAs who submit financial statements to their clients or
others at least compile the financial statements and report on them
accordingly. If the financial statements contain departures from GAAP
or an OCBOA, the CPA is required to cite those departures in a sepa
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rate paragraph of the compilation report. Proponents of the proposal
believe that these requirements add unnecessary time and cost to en
gagements.
Opponents of the proposal agree that many nonpublic entities may
not need financial statements that comply in all material respects with
GAAP or an OCBOA. However, they believe that the proposed State
ment does not establish a minimum level of adherence to GAAP or an
OCBOA and therefore permits an unacceptably lower range of finan
cial statement quality. They also believe that an assembly service is not
needed because existing standards provide the accountant with vari
ous options for performing less complex and less time-consuming
compilations.
The closing date for comments on the proposed Statement is Decem
ber 3 1 , 1995. To obtain a free copy of the proposed Statement, write or
fax the AICPA Order Department and request Product No. 800097. For
ordering information, see page 51 of this Compilation and Review
Alert under "Order Department."

Alternatives to Full-Disclosure GAAP Financial Statements
The requirements for a SSARS compilation include—
• Acquiring knowledge about the accounting principles and prac
tices of the industry in which the entity operates that will enable
the accountant to compile financial statements that are appropri
ate in form for an entity operating in that industry.
• Obtaining a general understanding of the nature of the entity's
business transactions, the form of its accounting records, the stated
qualifications of its accounting personnel, the accounting basis on
which the financial statements are to be presented, and the form
and content of the financial statements.
• Reading the compiled financial statements and considering whe
ther they appear to be appropriate in form and free of obvious
material errors.
• Reporting on the financial statements.
If the financial statements contain departures from GAAP, the ac
countant is required to disclose the departures in his or her report. The
dollar effects of GAAP departures on the financial statements must be
disclosed in the report if they have been determined by management or
are known as a result of the accountant's procedures. However, the
accountant is not required to determine the effects o f the departures if manage
ment has not done so. In that case, the accountant need only add a state-
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merit to the report indicating that the effects of the departures have not
been determined.
Even with the limited requirements of a compilation, some practitio
ners believe that a standard compilation service provides certain cli
ents with more information than they need. Those practitioners should
be aware that existing standards enable practitioners to perform sev
eral scaled-down versions of the standard compilation service that
might better suit certain clients' needs. SSARS No. 1 provides the ac
countant with the option of compiling financial statements that omit
substantially all of the disclosures required by GAAP or an OCBOA. In
this kind of engagement, the CPA need only be concerned with meas
urement departures and may omit all of the disclosures required by
GAAP or an OCBOA, as long as the report is modified to alert financial
statement users to the omission of the disclosures. Paragraphs 19
through 21 of SSARS No. 1 provide performance and reporting guid
ance for such engagements.
A second option is for the CPA to compile financial statements using
an OCBOA such as the cash basis, and to omit substantially all disclo
sures. Such financial statements generally will be less complex and will
require less preparation time. Another option is for the accountant to
compile OCBOA financial statements with substantially all disclosures
omitted at interim periods, and GAAP financial statements with full
disclosures at year end.
If a CPA compiles cash-basis interim financial statements with sub
stantially all disclosures omitted, the compilation report generally will
not change from period to period because only items representing de
partures from the cash basis would have to be identified in the compi
lation report, and such departures are extremely rare. Following is an
illustrative compilation report for cash-basis financial statements that
omit substantially all disclosures, including disclosure of the basis of
accounting:
I (We) have compiled the accompanying statement of assets, li
abilities, and equity—cash basis of XYZ Company as of Decem
ber 3 1 , 19XX, and the related statement of revenue collected and
expenses paid for the year then ended, in accordance with State
ments on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants. The
financial statements have been prepared on the cash basis of ac
counting, which is a comprehensive basis of accounting other
than generally accepted accounting principles.
A compilation is limited to presenting in the form of financial
statements information that is the representation of management
(owners). I (We) have not audited or reviewed the accompanying
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financial statements and, accordingly, do not express an opinion
or any other form of assurance on them.
Management has (The owners have) elected to omit substantially
all of the disclosures ordinarily included in financial statements
prepared on the cash basis of accounting. If the omitted disclo
sures were included in the financial statements, they might influ
ence the user's conclusions about the Company's assets,
liabilities, equity, revenue, and expenses. Accordingly, these fi
nancial statements are not designed for those who are not in
formed about such matters.
Note that the last sentence in the first paragraph of the illustrative
report discloses the basis of accounting used in the financial state
ments. This sentence is necessary if the financial statements do not
disclose the basis of accounting used. Paragraph 20 of SSARS No. 1
requires that the basis of accounting be disclosed in the accountant's
report if it has not been disclosed in the financial statements. (For addi
tional information about OCBOA financial statements, see "Other
Comprehensive Basis of Accounting (OCBOA) Financial Statements"
on page 25 of this Compilation and Review Alert.)
A third option is for the CPA to compile GAAP financial statements
and predetermine, in consultation with the client, which adjustments
will be made to the financial statements and which adjustments will be
omitted, based on the client's needs. For example, it may be decided
that pension and bonus accruals will be made at year end but not at
interim periods. In those circumstances, the CPA may draft, in ad
vance, proforma interim compilation reports listing (but not quantify
ing) all planned GAAP departures. This option enables the CPA to
compile less complex financial statements that are accompanied by a
report alerting financial statement users to the departures in the state
ments. In conjunction with this approach, a client may use the gross
profit method of estimating the valuation of ending inventory at in
terim periods and other estimates provided for in Accounting Princi
ples Board (APB) Opinion 28, Interim Financial Reporting.
Finally, a fourth option is for the CPA to provide his or her client
with monthly reports containing only selected information requested
by the client. This information may consist of selected account bal
ances, such as cash or accounts receivable; operating information, such
as the number of meals served during a particular month; or a combi
nation of financial and operating information. Interpretation No. 8 of
SSARS No. 1, "Reports on Specified Elements, Accounts, or Items of a
Financial Statement" (AICPA, Professional Standards, vol. 2, AR sec.
9100), excludes presentations of elements, accounts, or items of a finan
cial statement from the applicability of SSARS No. 1 because that
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standard provides guidance on the compilation and review of financial
statements, and presentations of specified elements, accounts, or items
of a financial statement are not financial statements. Thus, the account
ant is not required to report on such presentations unless the account
ant is engaged to do so under Statement on Auditing Standards (SAS)
No. 62, Special Reports (AICPA, Professional Standards, vol. 1, AU sec.
623), SAS No. 75, Engagements to Apply Agreed-Upon Procedures to Speci
fied Elements, Accounts, or Items o f a Financial Statement (AICPA, Profes
sional Standards, vol. 1, AU sec. 622), or Statement on Standards for
Attestation Engagements (SSAE) No. 4, Agreed-Upon Procedures Engage
ments (AICPA, Professional Standards, vol. 1, AT sec. 600).

Agreed-Upon Procedures Engagements
In September 1995, the AICPA's Auditing Standards Board (ASB)
issued SAS No. 75, Engagements to Apply Agreed-Upon Procedures to
Specified Elements, Accounts, or Items o f a Financial Statement, and SSAE
No. 4, Agreed-Upon Procedures Engagements. SAS No. 75 supersedes SAS
No. 35, Special Reports—Applying Agreed-Upon Procedures to Specified
Elements, Accounts, or Items o f a Financial Statement. Both standards are
effective for reports dated after April 3 0 , 1996, with earlier application
encouraged.
The similarity between the two new standards has led to calling
them "the mirror standards;" however, there is an important difference
between these standards. SAS No. 75 is applicable if a practitioner ap
plies agreed-upon procedures to specified elements, accounts, or items
of a financial statement, and SSAE No. 4 generally is applicable if a
practitioner applies agreed-upon procedures to nonfinancial statement
subject matter, for example, reviewing employee personnel files to de
termine whether each employee meets the minimum education re
quirements specified for that position in the company's manual.
Another difference between the two standards is that SSAE No. 4 re
quires a written assertion from management as a condition of engage
ment performance and SAS No. 75 does not because assertions are
considered to be embodied in the elements, accounts, or items of a
financial statement, if the basis of accounting is clearly evident.
Although SAS No. 75 is lodged in the auditing standards, a CPA is
not required to compile, review, or audit the financial statements or
components of the financial statements in order to apply agreed-upon
procedures to the components. In an SAS No. 75 engagement, the ac
countant applies procedures that have been agreed upon by the speci
fied users to elements, accounts, or items of a financial statement, and

10

issues a report describing his or her procedures and findings. SAS No.
75 defines a specified element, account, or item of a financial statement
as accounting information that is part of but significantly less than a
financial statement. The accounting information may be directly iden
tified in the financial statement (accounts receivable) or it may be
derived from analysis (accounts receivable aged over 30 days), aggre
gation (total expenses in December), summarization (assets, liabilities,
and owners' equity), or mathematical computation (average monthly
sales). It may also include quantitative information derived from the
accounting records that is not expressed in monetary terms, for exam
ple, the number of units of inventory.
In an SSAE No. 4 engagement, the practitioner performs agreedupon procedures on the subject matter of an assertion. SSAE No. 4
defines an assertion as any declaration or set of related declarations
taken as a whole by a party responsible for it. An example of an asser
tion by management is, "All checks that cleared through the ABC bank
account during May 1995 were signed by two authorized signers, as
that term is defined in the ABC bank resolution." Although this asser
tion relates to a component of a financial statement, the engagement
would be performed under SSAE No. 4 because it addresses compli
ance with the firm's policies.
Both standards were issued because there was wide diversity in the
performance of agreed-upon procedures engagements, and also be
cause existing guidance did not address significant issues related to
these engagements.
The new standards provide guidance on the following:
• The conditions for performing agreed-upon procedures engage
ments
• The nature, timing, and extent of the procedures
• The responsibilities of practitioners and specified users
• Reporting on procedures performed and related findings
Both SAS No. 75 and SSAE No. 4 provide detailed reporting guid
ance, including illustrative reports. These standards also provide guid
ance on combined reporting, that is, reporting when the practitioner is
engaged to perform agreed-upon procedures as part of or in addition
to another form of service, for example, performing agreed-upon pro
cedures and a compilation of financial statements. CPAs who perform
agreed-upon procedures in conjunction with a compilation or review
engagement should be aware that the agreed-upon procedures stand
ards limit the distribution of the reports to specified users; therefore,
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including or combining an agreed-upon procedures report with a com
pilation or review report restricts the distribution of all the included
reports to the specified users.
Both SAS No. 75 and SSAE No. 4 prohibit practitioners from ex
pressing negative assurance in agreed-upon procedures reports. An
example of a statement expressing negative assurance is the follow
ing:
Nothing came to my attention that caused me to believe that all
checks that cleared through the ABC bank account during May
1995 were not signed by two authorized signers, as that term is
defined in the ABC bank resolution.
The ASB has prohibited the expression of negative assurance in
agreed-upon procedures reports because such language could cause
users to conclude that a practitioner is communicating assurance be
yond the findings in his or her report. The ASB has decided that nega
tive assurance should be reserved for review level engagements.
The predecessor agreed-upon procedures standards perm itted
practitioners to express negative assurance in agreed-upon proce
dures reports.

Representation Letters
A CPA is required to obtain a representation letter from his or her
client when performing a SSARS review engagement for an interim or
annual period. This requirement was established in November 1992
and is specified in paragraph 28 of SSARS No. 1 as follows:
The accountant is required to obtain a representation letter from
members of management whom the accountant believes are re
sponsible for and knowledgeable, directly or through others in
the organization, about the matters covered in the representation
letter. Normally, the chief executive officer and chief financial
officer should sign the representation letter.
The illustrative representation letter shown in appendix D of SSARS
No. 1 would have the client state to the best of his or her knowledge
and belief that the financial statements present the financial position,
results of operations, and cash flows of the entity in conformity with
GAAP. Many clients are uncomfortable about making such a repre
sentation because their limited knowledge of accounting principles
leads them to believe that they have no basis for making such a repre
sentation.

12

Here is a modification of the illustrative representation letter in ap
pendix D of SSARS No. 1 designed to make clients feel more comfort
able about signing a representation letter. D eletions from the
illustrative representation letter in appendix D of SSARS No. 1 are
shown with strike-throughs, and new language is shown in bold
faced italics.)
[Date of accountant's report]
[To the Accountant]
In connection with your review of the [Identification of financial
statements] of [Name of client] as of [Date] and for the [Period of
review] for the purpose of expressing limited assurance that
there are no material modifications that should be made to the
statements in order for them to be in conformity with generally
accepted accounting principles, we confirm, to the best of our
knowledge and belief, the following representations made to you
during your review.
1. The financial statements referred to above present the finan
cial position, results of operations, and cash flows of [Name
of client] in conformity with generally accepted accounting
principles. We are responsible for the fair presentation in the
financial statements of the financial position, results of op
erations, and cash flows of [Name of client] in conformity
with generally accepted accounting principles [Other basis of
accounting]. However, because of our limited expertise with
generally accepted accounting principles, including financial
statement disclosure, we have engaged you to advise us in
fulfilling that responsibility. In that connection, with the re
view of the aforementioned financial statements, we specifi
cally confirm that—
The remaining representations in the illustrative representation let
ter in appendix D are unchanged. However, practitioners should re
member that the representation letter in appendix D is presented for
illustrative purposes only and should be tailored to the circumstances
of the specific review engagement.
Another way of making a client feel more at ease about signing a
representation letter is to familiarize the client with the purpose and
contents of a representation letter. The Auditing Standards Division of
the AICPA has prepared a pamphlet, entitled "The Representation Let
ter in a SSARS Review Engagement," that is intended for clients who
are unfamiliar with representation letters and who may not have
signed one before. The pamphlet is reprinted at the end of this Compi
lation and Review Alert as an Appendix. Copies of the pamphlet may
be ordered from the AICPA O rder D epartm ent (Product No.
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055120HU, $17.50 per 25 copies for members/$20 per 25 copies for
nonmembers). For ordering information, see page 51 of this Compila
tion and Review Alert under "Order Department."

Personal Financial Statements
CPAs are frequently engaged to compile or review the personal fi
nancial statements of individuals or families applying for credit; per
forming income tax, retirement, gift, or estate planning; or providing
public disclosure about their financial affairs; for example, individuals
seeking public office. Accountants engaged to compile or review per
sonal financial statements should be aware of several professional
standards that are applicable to these engagements.
Statement of Position (SOP) 82-1, Accounting and Financial Reporting
for Personal Financial Statements, establishes the accounting standards
for GAAP-basis personal financial statements. The SOP requires that
assets be stated at their estimated current values and liabilities at their
estimated current amounts at the date of the financial statements. Para
graph 12 of the SOP defines estimated current values of assets in per
sonal financial statements as the amount at which the item could be
exchanged between a buyer and seller, each of whom is well informed
and willing, and neither of whom is compelled to buy or sell. If the
costs of disposing of the assets are material, they are considered in
determining the estimated current values. Paragraph 27 of the SOP
defines the estimated current amount of a liability as the discounted
amount of cash to be paid.
The estimated current values of assets and the estimated current
amounts of liabilities are ordinarily determined by looking to recent
transactions involving similar assets and liabilities in similar circum
stances. However, if such information is not available, other methods
of valuing the assets and liabilities may be used such as the capitaliza
tion of past or prospective earnings, the use of liquidation values, the
adjustment of historical cost based on changes in a specific price index,
the use of appraisals, and the use of the discounted amounts of pro
jected cash receipts and payments. The method used for valuing assets
and liabilities should be followed consistently from period to period
unless the facts and circumstances indicate a need to change to a differ
ent method.
SSARS No. 1 is applicable to the compilation and review of personal
financial statements. Paragraph 2.03 of the AICPA Personal Financial
Statements Guide indicates that, ordinarily, an accountant can compile
personal financial statements based on his or her client's repre
sentations about the estimated current values and amounts of assets
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and liabilities. However, when compiling personal financial state
ments, the accountant should at least obtain an understanding of the
methods by which the client determined the values and amounts of
significant assets and liabilities, and consider whether the methods are
appropriate in light of the nature of each asset or liability.
Although SOP 82-1 requires that assets and liabilities be recognized
on an accrual basis for the financial statements to be in conformity with
GAAP, a client may present financial statements using an OCBOA
such as the cash, income tax, or historical-cost basis, as long as either
the financial statements or the accountant's report discloses the basis of
accounting used. Footnote 6 of SSARS No. 1 refers the reader to para
graph 7 of SAS No. 62, Special Reports, which indicates that if an
OCBOA is used, the titles of the financial statements should be modi
fied to reflect the basis of accounting used. For example, if the state
ments are prepared using the historical-cost basis, the title of the
statement of financial condition (equivalent to a balance sheet) could
be modified to read, "Balance Sheet—Historical Cost Basis," and if the
statements are prepared using the tax basis, the title of the statement of
financial condition could be modified to read, "Statement of Assets
and Liabilities—Income Tax Basis."
The A IC PA Personal Financial Statements Guide (P ro d u ct No.
011133HU, $28 for members/$31 for nonmembers) provides detailed
guidance about accounting, performance, and reporting aspects of en
gagements involving personal financial statements. For ordering infor
mation, see page 51 of this Compilation and Review Alert under
"Order Department."
SSARS No. 6, Reporting on Personal Financial Statements Included in
Written Personal Financial Plans (AICPA, Professional Standards, vol. 2,
AR sec. 600), may also be applicable to engagements involving per
sonal financial statements. SSARS No. 6 provides an exemption from
SSARS No. 1 for personal financial statements included in written per
sonal financial plans if the following conditions exist:
a.

The accountant establishes an understanding with the client, pref
erably in writing, that the financial statements—
(i) Will be used solely to assist the client and the client's advisers
in developing the client's personal financial goals and objec
tives.
(ii) Will not be used to obtain credit or for any purposes other than
developing these goals and objectives.

b.

Nothing comes to the accountant's attention during the engage
ment that would cause the accountant to believe that the financial
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statements will be used to obtain credit or for any purposes other
than developing the client's financial goals and objectives.
The following is an example of the report that is issued when an
accountant uses the exemption provided by SSARS No. 6.
The accompanying Statement of Financial Condition of X, as of
December 31, 19XX, was prepared solely to help you develop
your personal financial plan. Accordingly, it may be incomplete
or contain other departures from generally accepted accounting
principles and should not be used to obtain credit or for any pur
poses other than developing your financial plan. We have not
audited, reviewed, or compiled the statement.
Each of the personal financial statements should include a reference
to the accountant's report.

Graphs Accompanying Financial Statements
Graphs depict quantitative trends and relationships in a simple and
succinct way. The advent and availability of easy-to-use computer soft
ware capable of generating graphs has resulted in an increase in the
inclusion of graphs in financial-statement presentations, and has
prompted accountants to inquire about their reporting responsibility
for graphs accompanying financial statements in compilation and re
view engagements.
Graphs accompanying financial statements may depict informa
tion—
• Identified in the financial statements, for example, a pie chart de
picting the various components of sales, general, and administra
tive expenses.
• Derived from the accounting records, for example, a bar graph
depicting sales by product line.
• Derived from sources outside the financial statements and ac
counting records, for example, a pie chart depicting square feet of
selling space by product line.
Although SSARS No. 1 does not specifically address the topic of re
porting on graphs accompanying financial statements, paragraph 43 of
SSARS No. 1 describes the accountant's reporting responsibility for
information accompanying the basic financial statements for supple
mentary analysis purposes. Because SSARS No. 1 does not define the
phrase "information for supplementary analysis purposes," many
practitioners interpret this phrase broadly to include graphs accompa
nying the financial statements.
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Paragraph 43 of SSARS No. 1 states that an accountant may compile
supplementary information if the basic financial statements have been
compiled, and may either compile or review supplementary informa
tion if the basic financial statements have been reviewed. However, a
practical and conservative approach would be to compile, rather than
to review, graphs accompanying financial statements because of the
absence of authoritative standards and criteria for these presentations.
Although paragraph 43 provides reporting guidance for compiled
supplementary information, it does not provide guidance on the proce
dures to be performed. It would seem that the accountant is to adapt
and apply the compilation procedures applied to financial statements
to the supplementary information. The following are some of the pro
cedures an accountant might consider performing when compiling
graphs accompanying financial statements:
• Read the title, captions, and numerical information included in the
graph to determine whether that information agrees with the in
formation presented in the financial statements.
• Consider whether the graph's pictorial representation agrees with
the quantities and relationships it purports to represent. For exam
ple, comparative financial statements might indicate that the in
crease in net income from 1994 to 1995 is 10 percent, and the
captions in the bar graph might accurately identify the amount of
net income in each year. However, the graph might be drawn so
that the increase in the height of the 1995 bar is significantly
greater than 10 percent.
If the accountant concludes that there is a material inconsistency be
tween the graph and the financial statements, the accountant should
determine whether the financial statements, the graph, or both require
revision. If the accountant concludes that either or both require revi
sion, the accountant should ask the client to revise the incorrect or
misleading information. If the information is not revised to eliminate
the problem, the accountant should consider revising the report to de
scribe the inconsistency or misleading information or should consider
withdrawing from the engagement.

Financial Statements Submitted in Litigation Support
Engagements Involving Bankruptcy and Reorganization
CPAs who provide litigation services in the areas of bankruptcy and
reorganization may be asked to prepare financial presentations for
their client's submission to the court. An example of such a presenta
tion is the monthly operating report that must be submitted to the
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court by the trustee or debtor in possession in a Chapter 11 bankruptcy
proceeding. The monthly operating report and other similar financial
presentations may be deemed financial statements and ordinarily, sub
mission of such financial statements would require that the accountant
at least compile the financial statements in accordance with SSARS No.
1. However, Interpretation No. 20 of SSARS No. 1, "Applicability of
Statements on Standards for Accounting and Review Services to Liti
gation Services" (AICPA, Professional Standards, vol. 2, AR sec. 9100),
exempts such financial statements from the applicability of SSARS if
the following apply:
1.

The statements are submitted in conjunction with litigation serv
ices that involve pending or potential formal legal or regulatory
proceedings before a trier of fact.1

2.

The services are in connection with the resolution of a dispute
between two or more parties.

3.

One of the following four criteria is met.
a. The service consists of being an expert witness.
b. The service consists of being a trier of fact or acting on behalf
of one.
c. The accountant's work under the rules of the proceedings is
subject to detailed analysis and challenge by each party to the
dispute.
d. The accountant is engaged by an attorney to do work that will
be protected by the attorney's work product privilege and
such work is not intended to be used for other purposes.

In legal bankruptcy or reorganization proceedings, the repre
sentatives of the creditors, debtors, lenders, stockholders, and other
parties-in-interest are provided with access to the financial statements
submitted to the court and also have the opportunity to analyze and
challenge the financial statements. This would meet the criteria in item
c above, and because the first two criteria are also met, would exempt
the financial statements from the applicability of SSARS No. 1.
It should be noted that SSARS No. 1 would be applicable to financial
statements submitted in conjunction with litigation services if, under
the rules of the proceedings (1) the parties did not have the opportunity

1 A "trier of fact" in this interpretation means a court, regulatory body, or
government authority; their agents; a grand jury; or an arbitrator or mediator of
the dispute.
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to analyze and challenge the accountant's work, or (2) if the CPA were
specifically engaged to compile the financial statements.

Campaign Reports
Candidates running for elected office generally are required by state
or federal law to file a report with the applicable state or federal regu
latory agency indicating the amounts and sources of contributions re
ceived, and the amounts and purposes of expenditures made during a
specified period. Recently, the Auditing Standards Division of the
AICPA received an inquiry about a CPA's reporting responsibility
when engaged to prepare a campaign report for a candidate running
for public office.
The state campaign report that was brought to our attention in
cluded, in addition to several other preprinted forms, a form requiring
the following information:
• Subtotals of each type of receipt, and a total of all receipts
• Subtotals of each type of disbursement, and a total of all disburse
ments
• A financial summary beginning with funds on hand at the begin
ning of the period, adding total receipts for the period, subtracting
total disbursements for the period, and ending with total funds on
hand at the end of the period
Paragraph 4 of SSARS No. 1 defines a financial statement as—
A presentation of financial data, including accompanying notes
derived from accounting records and intended to communicate an
entity's economic resources or obligations at a point in time, or the
changes therein for a period of time, in accordance with generally
accepted accounting principles or a comprehensive basis of ac
counting other than generally accepted accounting principles.
Further, paragraph 2 of SSARS No. 3, Compilation Reports on Financial
Statements Included in Certain Prescribed Forms (AICPA, Professional
Standards, vol. 2, AR sec. 300), defines a prescribed form as the follow
ing:
Any standard preprinted form designed or adopted by the body
to which it is to be submitted, for example, forms used by indus
try trade associations, credit agencies, banks, and governmental
and regulatory bodies other than those concerned with the sale or
trading of securities. A form designed or adopted by the entity
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whose financial statements are to be compiled is not considered
to be a prescribed form.
Based on these two definitions, the financial presentation included in
the campaign report is a prescribed-form financial statement that
should be compiled in accordance with SSARS No. 3.
If the CPA is serving as treasurer for the candidate or campaign
committee, the CPA should not compile the financial statements. A
compilation report is used by an outside accountant to report on finan
cial statements that are the representations of another party. As treas
urer, the CPA is a member of management and should not report on
his or her own representations.

Performing a Lower Level of Service
Practitioners frequently ask whether they may accept an engage
ment to perform a lower level of service on financial statements they
have previously audited or reviewed, or whether they may compile
financial statements that omit substantially all disclosures required by
GAAP or an OCBOA after having compiled, reviewed, or audited fulldisclosure financial statements. This situation is to be differentiated
from a step-down request that involves changing the level of service
while the engagement is in process.
Paragraph 5 of SSARS No. 1 states that an accountant who performs
more than one service on the same set of financial statements (for ex
ample, a compilation and an audit), should issue a report on the high
est level of service rendered.
Interpretation No. 3 of SSARS No. 1, “Reporting on the Highest
Level of Service" (AICPA, Professional Standards, vol. 2, AR sec. 9100),
further clarifies this guidance by stating the following:
•

•

An accountant who performs more than one service on the same
set of financial statements (for example, a compilation and an
audit) will not be required to issue a compilation and an audit
report. The accountant need only issue the report on the highest
level of service performed (the audit report).

An accountant may accept an engagement to perform a higher
level of service on financial statements that he or she previously
compiled or reviewed.
SSARS provides fairly clear guidance on matters related to perform
ing a higher level of service, but is less clear on the question of whether
an accountant may perform a lower level of service.
Some practitioners are reluctant to compile financial statements they
have previously audited or reviewed because the accountant's compi
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lation report will read, "I have not audited or reviewed the accompa
nying financial statements and, accordingly, do not express an opin
ion or any other form of assurance on them." They conclude that the
disclaimer in the report would be misleading to financial statement
users because the accountant has, in fact, audited or reviewed the fi
nancial statements. These practitioners believe that the aforemen
tioned disclaimer precludes the accountant from compiling financial
statements after auditing or reviewing them. The Auditing Standards
Division interprets the disclaimer in the compilation report to be en
gagement-specific and, therefore, concludes that the disclaimer refers
only to the financial statements that accompany the accountant's re
port.
Practically, this matter should only present a problem if the account
ant is engaged to compile financial statements that omit substantially
all disclosures after compiling, reviewing, or auditing full-disclosure
financial statements, because compiled, reviewed, and audited fi
nancial statements should all contain the same information. Such a
request might arise, for example, if a client wishes to provide its
vendors with compiled financial statements that omit substantially
all disclosures.
Paragraph 19 of SSARS No. 1 provides indirect guidance on this
matter. It states that an accountant may compile financial statements
that omit substantially all disclosures provided the omission of the
disclosures is indicated in the report and is not, to the accountant's
knowledge, undertaken with the intention of misleading those who
might reasonably be expected to use the financial statements. If the
accountant believes that the client's intent is to mislead users, the ac
countant should not comply with the request. However, if the account
ant concludes that it is not the client's intent to mislead users, it would
be appropriate to compile financial statements with substantially all
disclosures omitted after having compiled, reviewed, or audited fulldisclosure financial statements.
Additional guidance is found in a footnote to paragraph 5 of SSARS
No. 1 indicating that an accountant who has reviewed financial state
ments may subsequently issue a compilation report on financial state
ments for the same period if they are included in a prescribed form that
calls for departure from GAAP.

Common Compilation and Review Engagements
Deficiencies
Following are deficiencies that were frequently noted in recent peer
and quality review letters of comment on compilation and review en
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gagements and, where applicable, a reference to the appropriate pro
fessional standard.
Common R eporting D eficiencies
The accountant's report—
• Did not refer to all periods presented in the financial statements.
Paragraph 2 of SSARS No. 2, Reporting on Comparative Financial
Statements (AICPA, Professional Standards, vol. 2, AR sec. 200), re
quires that the accountant's report cover each period presented if
comparative financial statements are presented.
• Did not disclose the basis of accounting used when the financial
statements were prepared using a comprehensive basis of ac
counting other than GAAP and the financial statements did not
disclose the basis. Paragraph 20 of SSARS No. 1 requires that the
basis of accounting be disclosed in the accountant's report if the
financial statements are compiled in conformity with a basis of
accounting other than GAAP, and the statements do not disclose
the basis of accounting.
• Did not refer to accompanying supplementary information. Para
graph 43 of SSARS No. 1 requires that the accountant clearly indi
cate in his or her report the degree of responsibility he or she is
taking with respect to supplementary information accompanying
the financial statements.
• Made reference to financial statement titles that were different
from the titles of the financial statements presented.
• Departed from the revised report wording established by SSARS
No. 7. SSARS No. 7, Omnibus Statement on Standards for Accounting
and Review Services (AICPA, Professional Services, vol. 2, AR secs.
100.14 and 100.32), revised the wording of the SSARS compilation
and review reports to clarify that the standards referred to in these
reports are SSARSs. Paragraphs 14 and 32, respectively, prescribe
the required elements of a compilation and review report.
• For GAAP-basis financial statements, did not indicate that a state
ment of cash flows had been omitted. FASB Statement No. 95,
Statement o f Cash Flows (FASB, Current Text, vol. 1, sec. C25), re
quires a statement of cash flows as part of a full set of financial
statements for all business enterprises.
Common Financial Statement D eficiencies
• Interim GAAP-basis financial statements omitted provisions for
income taxes, depreciation, and pensions, and the accountant's
compilation or review report did not identify the omissions.
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• OCBOA financial statements contained unmodified GAAP-basis
titles such as "Balance Sheet" and "Income Statement." Footnote 6
of SSARS No. 1 refers the reader to paragraph 7 of SAS No. 62,
Special Reports, for guidance on suitable titles for OCBOA financial
statements.
• Each page of compiled or reviewed financial statements did not
include a reference to the accountant's report. Paragraphs 16 and
43, respectively, of SSARS No. 1 require that each page of compiled
or reviewed financial statements include a reference such as "See
Accountant's Compilation (Review) Report."
• Financial statements included improper classifications of noncur
rent assets as current, or demand notes payable as long term.
• The notes to financial statements containing only selected disclo
sures were not appropriately labeled. Paragraph 19 of SSARS No.
1 states, "When the entity wishes to include disclosures about only
a few matters in the form of notes to such financial statements,
such disclosures should be labeled, "Selected Information—Sub
stantially All Disclosures Required by Generally Accepted Ac
counting Principles Are Not Included."
Common Financial Statement D isclosure Deficiencies
Financial statement disclosures concerning the following matters
were omitted or incomplete:
• Related party transactions
• Pension plans
• Leases
• Current and deferred income taxes
• Concentrations of credit risk
• The amount of cash paid for interest and income taxes if the state
ment of cash flows was prepared using the indirect method
To avoid the inadvertent omission of required disclosures, many
practitioners use a disclosure checklist that typically consists of a num
ber of brief questions or statements accompanied by references to
authoritative pronouncements. Checklists may be firm-generated or
purchased from the AICPA or commercial publishers. The AICPA sells
a generic corporation checklist and many industry-specific checklists.
For additional information about these checklists, consult the AICPA
Catalogue o f Publications. A free catalogue may be obtained from the
AICPA Order Department. For ordering information, see page 51 of
this Compilation and Review Alert under "Order Department."
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Q uality Control D eficiencies
Quality control deficiencies included the following matters:
• Failure to document the firm's compliance with its independence
policies and procedures
• Failure to document the resolution of independence questions
• Failure to document consultation that took place
• Little or no continuing professional education in areas related to
the firm's practice
• Failure to perform, or inadequate inspection of the firm's account
ing and auditing practice
• Failure to appropriately use reporting and disclosure checklists or
other procedures to ensure that all required disclosures were
made in the financial statements or that the appropriate report was
issued in the circumstances
• Failure to perform or document analytical procedures and inquir
ies of management in a review engagement

Merger of AICPA Practice-Monitoring Programs
In 1988, AICPA members approved an amendment to the Institute's
bylaws requiring all AICPA members engaged in the practice of public
accounting to practice only with a firm enrolled in an approved prac
tice-monitoring program. Each of the approved programs requires a
firm to have an independent review of its accounting and auditing
practice every three years. The objectives of the programs are achieved
through the performance of reviews tailored to the size of the firm and
the nature of its practice. Generally, firms that perform audits of his
torical or prospective financial statements have on-site reviews, while
firms that only perform compilation or review engagements have off
site reviews of selected reports on those services, unless they elect to
have an on-site review.
In 1988, a new program called the Quality Review Program was
formed. Effective April 3, 1995, that program was combined with the
Private Companies Practice Section (PCPS) Peer Review Program. The
combined practice-monitoring program is now known as the AICPA
Peer Review Program and is administered by the individual state so
cieties in accordance with standards and procedures established by the
AICPA Peer Review Board. Firms that are members of the SEC Practice
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Section (SECPS) of the AICPA Division for CPA Firms are monitored
under the SECPS Peer Review Program, administered by the AICPA.
Some of the more significant changes resulting from the merger of
the programs are outlined below:
• Reviews for PCPS member firms are now administered by the
state societies.
• Peer reviews of PCPS member firms with 10 or fewer professional
staff ordinarily test only four of the nine quality control elements
(independence, consultation, supervision, and professional devel
opment); the objectives of the other five elements are considered
during the review of selected accounting and auditing engage
ments. PCPS member firms were previously reviewed for compli
ance with all nine of the quality control elements, including the
inspection element.2
All firms are required to enroll in either the AICPA's Peer Review
Program or the SEC PS Peer Review Program and firms that perform
even one audit, review, or compilation engagement also must have a
review of their firm's practice.

Other Comprehensive Basis of Accounting (OCBOA)
Financial Statements
SAS No. 62, Special Reports, indicates that financial statements may
be prepared using a comprehensive basis of accounting other than
GAAP. It defines an OCBOA as one of the following four:
1.

A basis of accounting used to comply with the requirements of a
governmental regulatory agency, such as a basis of accounting
used by insurance companies to comply with the rules of a state
insurance commission

2.

A basis of accounting that the entity uses to file its income tax
return

3.

The cash receipts and disbursements basis of accounting and
modifications of the cash basis having substantial support, such
as recording depreciation on fixed assets or accruing income taxes

2 In August 1995, the ASB issued an exposure draft of two proposed Statements
on Quality Control Standards (SQCS) that would supersede SQCS No. 1. One of
the proposed standards, System of Quality Control for a CPA Firm's Accounting and
Auditing Practice, would replace the nine specific quality control elements with five
broad quality control elements.
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4. A definite set of criteria having substantial support that is applied
to all material items appearing in financial statements, such as the
price-level basis of accounting
The two most frequently used OCBOAs are cash and tax. One of the
problems encountered by OCBOA financial-statement preparers is the
absence of authoritative accounting standards for these bases of ac
counting. This results in a great deal of variation in practice. For
example, the cash basis of accounting, in its pure form, recognizes
revenues and expenses based on the receipt and disbursement of
cash. Since all cash disbursements are treated as expenses, the pur
chase of fixed assets or inventory would be recorded as an expense
rather than as an asset. In practice, the pure cash basis of accounting
is rarely used. Paragraph 4c of SAS No. 62 sanctions variation in
the cash basis of accounting because it states that modifications of
the cash basis having substantial support, such as recording depre
ciation on fixed assets or accruing income taxes, are considered
OCBOAs.
AICPA Technical Practice Aid Financial Statements Prepared Under an
Other Comprehensive Basis o f Accounting (OCBOA) (AICPA, Technical
Practice Aids, sec. 1500) includes a section entitled "Substantial Support
for Modifications in Cash Basis," which clarifies the meaning of the
term substantial support with respect to modifications of the cash basis
of accounting. It states that ordinarily a modification has substantial
support if it is equivalent to the accrual basis of accounting for that
item and if the method is not illogical, such as recording revenue on the
accrual basis and recording purchases and other costs on the cash ba
sis.
Modifications of the cash basis of accounting that have evolved
through common usage and that are recognized as having substantial
support in practice are recording—
• Property, plant, and equipment purchases as assets.
• Accumulated depreciation.
• Inventory purchases as an asset.
• Liabilities arising from the receipt of borrowed cash.
• Liabilities for payroll and withholding taxes not deposited with
the IRS or a state or local governmental agency.
• Liabilities for income taxes.
Other matters to keep in mind when preparing OCBOA financial
statements are addressed in the following sections.
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Consistency
When using an OCBOA, management should be consistent in its
application to the financial statements as a whole. For example, use of
the cash basis for expenses and liabilities, and the modified cash basis
for revenues and receivables (accruing these items), would obviously
result in misleading financial statements.
Financial-Statem ent Titles
OCBOA financial-statements titles should alert readers to the basis
of accounting used in the financial statements. Paragraph 7 of SAS No.
62 states that the terms balance sheet, statement o f financial position, state
ment o f income, statement o f operations, and statement o f cash flows, or simi
lar unmodified titles are generally understood to be applicable only to
financial statements that are intended to present financial position, re
sults of operations, or cash flows in conformity with GAAP. Cash-basis
financial statements titles such as Statement o f Assets and Liabilities Aris
ing From Cash Transactions or Statement o f Revenue Collected and Expenses
Paid make it clear that the financial statements have been prepared on
the cash basis.
Financial-Statem ent Disclosures
The use of an OCBOA does not eliminate the need for adequate dis
closures in financial statements. SSARS No. 7 clarified existing practice
by adding a footnote to SSARS No. 1 indicating that the source of guid
ance for evaluating the adequacy of disclosure in financial statements
prepared in conformity with an OCBOA is paragraphs 9 and 10 of SAS
No. 62. Those paragraphs require that OCBOA financial statements
include "all informative disclosures that are appropriate for the basis
of accounting used." In essence, OCBOA financial statements should
include the same disclosures as would be required for similarly pre
sented item s in GAAP statem ents. The AICPA has prepared a
nonauthoritative publication, Guide to Cash and Tax Basis Financial
Statements (Product No. 006700HU, $36.50 for members/$40 for non
members), that provides a comprehensive discussion of recognition,
measurement, and disclosure issues faced by preparers of cash and
tax-basis financial statements, supplemented by the results of a survey
of two thousand members of the AICPA's Private Companies Practice
Section as to their experiences on these issues. Various practice aids are
included in the Guide, such as illustrative cash and tax-basis financial
statements, financial-statement disclosure checklists, and illustrative
accountants' reports.
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Compiling or Reviewing Financial Statements Previously
Compiled or Reviewed Using a Different Basis of
Accounting
A client may, for example, engage a CPA to compile GAAP financial
statements in one year (1994) because such statements are needed to
obtain bank financing, and in the following year (1995) when the client
is no longer applying for credit, engage the CPA to compile compara
tive tax-basis financial statements for the current year and the previous
year (1995 and 1994). If such an engagement is performed, two finan
cial statements with different bases of accounting (GAAP and tax) will
have been issued for the same period (1994). Practitioners have asked
whether they may perform such engagements and, if so, how their
compilation and review reports are affected.
Although SSARS does not address this question, nothing in SSARS
precludes the accountant from performing such an engagement. Rele
vant guidance in this area may be gleaned from SAS No. 62, Special
Reports, which provides guidance on reporting on financial statements
prepared in conformity with a comprehensive basis of accounting
other than GAAP. Footnote 33 of SAS No. 62 primarily addresses situ
ations in which GAAP financial statements have been issued in pre
vious years, and the entity changes the basis of accounting used in the
current year. Footnote 33 indicates that in such situations the auditor is
not required to add an explanatory paragraph to the report describing
the change. However, the auditor may add an explanatory paragraph
to the report to highlight (1) a difference in the basis of presentation
used from that in prior years or (2) that another report has been issued
on the entity's financial statements prepared in conformity with an
other basis of presentation (for example, if cash basis financial state
ments have been issued in addition to GAAP financial statements).
Drawing a parallel from the guidance in the audit literature, it would
appear that the accountant need not modify his or her compilation
report in this situation; however, if the accountant wishes to, he or she
may add a paragraph to the report indicating that another report has
been issued on the entity's financial statements prepared in conformity
with another basis of accounting.
If two sets of financial statements with different bases of accounting
have been issued for the same period, it is particularly important that
readers be aware of the basis of accounting used in each set of financial
statements. Ordinarily, the basis of accounting is disclosed in the notes
to the financial statements. However, in financial statements that omit
substantially all disclosures required by GAAP or an OCBOA, the ba
sis of accounting may not be disclosed in the financial statements. Para
graph 20 and Interpretation No. 12 of SSARS No. 1, "Reporting on a
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Comprehensive Basis of Accounting Other Than Generally Accepted
Accounting Principles," (AICPA, Professional Standards, vol. 2, AR sec.
9100) ensure that the basis of accounting is disclosed to financial state
ment users by requiring that it be disclosed in the accountant's report
if it is not disclosed in the financial statements.

Independence and Client Services
For many small businesses, the CPA serves as the primary business
consultant and may unknowingly provide services ancillary to a com
pilation or review engagement that impair the accountant's inde
pendence. A CPA is precluded from issuing an audit or review report
on the financial statements of an entity to which he or she is not inde
pendent, but may compile such financial statements. If the accountant
is not independent in a compilation engagement, the following para
graph should be added to the compilation report:
I am (We are) not independent with respect to XYZ Company.
The following are examples of client services that might impair an
accountant's independence if performed during the period covered by
the financial statements, during the engagement period, or at the time
an opinion is expressed:
• Serving as a director or officer of the client organization
• Acting in a capacity equivalent to a member of the client's manage
ment or an employee
• Serving as a trustee of a client's pension or profit-sharing trust
• Having the authorization to sign or cosign checks on a client's
bank account, even if such activity is never performed
• Providing valuation or actuarial services to a client if significant
judgments are not made or approved by the client or if the client is
not in a position to have informed judgment about the results of
the services
• Providing services to a client involving the hiring of personnel in
which the accountant has undue involvement in or identification
with management functions, for example, making hiring decisions
and supervising client personnel beyond the initial instruction and
training period
• Providing payroll services to a client if the accountant assumes
the role of management (Management, not the accountant, should
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be responsible for determining which employees are to be paid
and the amounts they will be paid. The accountant may calculate
the payroll, transmit payroll information to a payroll service, re
cord the payroll, and complete payroll tax returns based on infor
mation provided by management. However, the accountant
should not sign payroll checks or payroll tax returns.)
• Providing manual or computer bookkeeping or data-processing
services to a client in a manner that impairs the accountant's inde
pendence; Paragraph 5 of Rule 101 of the AICPA Code o f Profes
sional Conduct (AICPA, Professional Standards, vol. 2, ET sec. 101),
states that a practitioner providing such services to a client must
meet the following three requirements to be considered inde
pendent:
1.

The client must accept responsibility for the financial state
ments as his or her own. This means that the client must be
sufficiently informed about the entity's activities, financial
condition, and the applicable accounting principles used to re
cord transactions. If management is not sufficiently informed
about such matters, the CPA should discuss them with the
client.

2.

The accountant must not assume the role of employee or man
agement. For example, the accountant should not execute
transactions, have custody of assets, or exercise authority on
behalf of the client. The client must prepare the source docu
ments for transactions in sufficient detail to clearly identify the
nature and amount of the transactions. The accountant should
not make changes to this basic data without the concurrence of
the client.

3.

If financial statements are prepared from books and records
that the accountant has maintained, the accountant must com
ply with the applicable standards for audits, reviews, or com
pilations.

Accountants Forum
The AICPA has established an on-line computer forum known as the
"Accountants Forum" that enables participants to access information
and communicate with other participants, the AICPA, and state socie
ties via the CompuServe Information Network. The Accountants Fo
rum was launched on June 30, 1995, and contains the following
components:
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• Library—Contains nonauthoritative professional information de
veloped by the AICPA and thirty-five participating state CPA so
cieties, such as exposure drafts of proposed standards, practice
aids, newsletters, and information about AICPA activities, such as
task force and committee meetings. (Users are able to search and
download Library files.)
• Message Center—Functions as a bulletin board through which par
ticipants may post public messages, questions, and responses
• Conference Center—Enables individuals or groups to conduct infor
mal on-line conversations, as well as formal moderated confer
ences
• Catalog—Enables members to access AICPA and state society cata
logs, order advertised products, and register for conferences and
CPE courses (available in late 1995)
• Research Database—Enables users to access and search authorita
tive professional literature (available in late 1995)
Forum users also have unlimited access to CompuServe's other serv
ices, including e-mail, travel reservations, news services, and other ref
erence sources. Those who already use CompuServe can access the
Accountants Forum by entering the "GO AICPA" command. To sign
up for a CompuServe account, call (800) 524-3388 and ask for the
"AICPA package" or "Representative 748." Users are charged $9.95
per month for CompuServe (including five free hours of on-line time)
plus $2.95 per hour thereafter.

GAAP for Compiled or Reviewed Financial Statements
Although there are different reporting and performance standards
for compilation, review, and audit engagements, the accounting prin
ciples to be followed for compiled or reviewed financial statements are
the same as those for audited financial statements. An exception to that
rule is found in SSARS No. 1, which permits the accountant to compile
financial statements that omit substantially all of the disclosures re
quired by GAAP. If the accountant compiles such financial statements,
a special compilation report is issued that alerts readers to the fact that
the disclosures have been omitted.
Footnote 3 of SSARS No. 1 states that the GAAP hierarchy presented
in SAS No. 69, The Meaning o f Present Fairly in Conformity With Gen
erally Accepted Accounting Principles in the Independent Auditor's Re
port (A IC PA , Professional Standards, vol. 1, AU sec. 411), is also
applicable to compilations and reviews of financial statements per-
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formed under SSARS. A summarization of the GAAP hierarchy is re
produced in the following table.
State and Local Governments

Nongovernmental Entities
Established Accounting Principles
a. FASB Statements and Interpreta
tions, APB Opinions, and AICPA
Accounting Research Bulletins

a.

b.

FASB Technical Bulletins, AICPA
Industry Audit and Accounting
Guides, and AICPA Statements
of Position

b.

c.

Consensus positions of the FASB
Emerging Issues Task Force and
AICPA Practice Bulletins

c.

AICPA accounting interpreta
tions, "Qs and As" published by
the FASB staff, as well as indus
try practices widely recognized
and prevalent
Other Accounting Literature‡
Other accounting literature, including
FASB Concepts Statements; AICPA
Issues Papers; International Account
ing Standards Committee Statements;
GASB Statements, Interpretations,
and Technical Bulletins; pronounce
ments of other professional associa
tions or regulatory agencies; AICPA
Technical Practice Aids; and accounting
textbooks, handbooks, and articles

d.

d.

GASB Statements and Interpre
tations, plus AICPA and FASB
pronouncements if made applic
able to state and local govern
ments by a GASB Statement or
Interpretation
GASB Technical Bulletins, and
the following pronouncements
if specifically made applicable
to state and local governments
by the AICPA: AICPA Industry
Audit andAccounting Guides and
AICPA Statements of Position
Consensus positions of the GASB
Emerging Issues Task Force† and
AICPA Practice Bulletins if spe
cifically made applicable to state
and local governments by the
AICPA
"Qs and As" published by the
GASB staff, as well as industry
practices widely recognized and
prevalent

Other accounting literature, including
GASB Concepts Statements; pro
nouncements in categories (a) through
(d) of the hierarchy for non-governmen
tal entities when not specifically made
applicable to state and local govern
ments; FASB Concepts Statements;
AICPA Issues Papers; International Ac
counting Standards Committee State
ments; pronouncements of other profes
sional associations or regulatory agencies;
AICPA Technical Practice Aides; and
accounting textbooks, handbooks,
and articles

†As of the date of this section, the GASB had not organized such a group.
‡In the absence of established accounting principles, the auditor may consider
other accounting literature, depending on its relevance in the circumstances.
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Because several standard-setting bodies establish GAAP, there is no
single publication that includes all of the GAAP pronouncements;
however, the following publications contain pronouncements in
cluded in levels a through d of the GAAP hierarchy (must know
GAAP) and—if acquired and maintained—should provide account
ants with an appropriate accounting library.
FA SB O riginal Pronouncem ents—A ccounting Standards
This two-volume set contains the original text of accounting pro
nouncements. It includes FASB Statements of Financial Accounting
Standards and Interpretations, APB Opinions, AICPA Accounting Re
search Bulletins, FASB Technical Bulletins, and AICPA Accounting In
terpretations. The pronouncements are arranged chronologically and
the text includes a topical index (Product No. 005045HU, $87 for mem
bers).
AICPA Technical Practice A ids (Including Statements o f
Position)
Statements of Position and Practice Bulletins issued by the Account
ing Standards Executive Committee (AcSEC) are included in this text.
This publication also contains a selection of nonauthoritative audit,
review, com pilation, and accounting questions answered by the
AICPA's Technical Information Service (Product No. 005055HU,
$62.50 for members).
FASB Em erging Issues Task Force Abstracts
This text contains a summary of the proceedings of the FASB's
Emerging Issues Task Force (EITF). Each abstract summarizes the ac
counting issues involved and the results of the discussion, including
any consensus reached on the issue. EITF Abstracts are available from
the FASB by calling (203) 847-0700, ext. 10 (Product No. EAB94, $27.20
for members and academics/$34 for nonmembers). The 1995 edition of
EITF Abstracts will be available in December 1995.
FA SB Sta ff Qs and As
Qs and As are published by the FASB staff and provide guidance on
the implementation of FASB Statements. The following Qs and As are
available from the FASB (product numbers are shown in parentheses):•
• A Guide to the Implementation o f Statement 87 on Employers' Account
ing for Pensions (Product No. PQA87)
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• A Guide to the Implementation o f Statement 88 on Employers' Account
ing for Settlements and Curtailments o f Defined Benefit Pension Plans
and for Termination Benefits (Product No. PQA88)
• A Guide to the Implementation o f Statement 91 on Accounting for Nonrefundable Fees and Costs Associated with Originating or Acquiring
Loans and Initial Direct Costs o f Leases (Product No. LQA91)
• A Guide to the Implementation o f Statement 106 on Employers' Ac
counting for Postretirement Benefits other than Pensions (Product No.
PQA106)
• A Guide to the Implementation o f Statement 109 on Accounting fo r In
come Taxes (Product No. TQA109)
The FASB staff is currently developing Qs and As for FASB Statement
No. 115, Accounting for Certain Investments in Debt and Equity Securities,
which will be available by the end of 1995.
Copies of Qs and As are available from the FASB ($8.80 for members
and academics/$11 for nonmembers).
Com pilations and Reviews o f Governmental Entities
Practitioners who compile or review the financial statements of state
and local governmental entities should supplement their professional
libraries with the Codification of Governmental Accounting and Financial
Reporting Standards. This text contains current authoritative accounting
and financial reporting standards for state and local governmental en
tities. GASB Statements, Interpretations, and Technical Bulletins are
included. To order call the FASB at (203) 847-0700, ext. 10 (Product No.
GCD95, $45.00 for members and nonmembers/$36 for academics and
students).
AICPA A udit and Accounting Guides
These guides summarize the practices applicable to specific indus
tries and describe relevant matters, conditions, and procedures unique
to these industries. The accounting guidance included in AICPA
Audit and Accounting Guides is in the GAAP hierarchy as authorita
tive GAAP. When an accountant compiles or reviews the financial
statements of an entity, SSARS No. 1 requires that the accountant have
or acquire a level of knowledge of the accounting principles and prac
tices of the industry in which the entity operates. Although the audit
guidance included in the guides may not be relevant to practitioners
performing compilation and review engagements, the accounting gui
dance, illustrative financial statements, and industry background in
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cluded in the guides should help accountants acquire knowledge of a
specific industry. Guides are available for the following industries
(product numbers are shown in parentheses).
Agricultural Producers and Agricultural Cooperatives (012143HU)
Airlines (013179HU)
Banks (011174HU)
Brokers and Dealers in Securities (012177HU)
Casinos (013146HU)
Certain Nonprofit Organizations (013165HU)
Colleges and Universities (013323HU)
Common Interest Realty Associations (CIRAs) (012484HU) (This
guide contains a chapter on compilations and reviews of CIRAs.)
Construction Contractors (012092HU)
Credit Unions (012049HU)
Employee Benefit Plans (012334HU)
Entities with Oil and Gas Producing Activities (012087HU)
Federal Government Contractors (012434HU)
Finance Companies (012462HU)
Investment Companies (012139HU)
Property and Liability Insurance Companies (011917HU)
Providers of Health Care Services (012427HU)
Savings Institutions (012103HU)
State and Local Governmental Units (012055HU)
Stock Life Insurance Companies (012035HU)
Voluntary Health and Welfare Organizations (012158HU)
Copies of Audit and Accounting Guides are available from the
AICPA Order Department ($28 for members/$31 for nonmembers).
For ordering information, see page 51 of this Compilation and Review
Alert under "Order Department."

Electronic Pronouncements
The following professional standards are available in electronic for
mat for computer use.
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AICPA Pronouncements
• Professional Standards— Subscription (Product No. G01030HU,
$162.50 for members/$200 for nonmembers) or Annual Edition
(Product No. 016990HU, $98.75 for members/$108.50 for non
members)
• Technical Practice Aids—Subscription (Product No. G01031HU,
$162.50 for members/$180.55 for nonmembers) or Annual Edition
(Product No. 016971HU, $97.50 for members/$107.50 for non
members)
• A u dit and A ccou n tin g G uides— Su bscrip tion (Product No.
G01009HU, $299 for members/$370 for nonmembers)
• Index to Accounting and Auditing Pronouncements—Subscription
(Product No. G0100HU, $96 for members/$120 for nonmembers)
or Annual Edition (Product No. 016993HU, $60 for members/$66
for nonmembers)
These products are compatible with computer systems that have the
following specifications:
•

IBM PC or 100 percent compatible systems

•

DOS 2.0 (or higher)

•

512 K RAM minimum

•

Single diskette and hard drives

Disks are available in 3-1/2-inch (1.44MB) or 5-1/4-inch (1.2MB)
sizes. Subscribers receive updates approximately four times a year. To
order, call the AICPA Order Department at (800) TO-AICPA (menu
selection #1).
Financial A ccounting Standards Board Pronouncem ents
Windows and DOS versions of the Financial Accounting Research
System (FARS) are available from the FASB. The FARS annual service
includes the following:•
• Original Pronouncements—FASB Statements, Interpretations, Tech
nical Bulletins, Concept Statements, ARBs 43-51; APB Opinions
and Statements; AICPA Accounting Interpretations and Terminol
ogy Bulletins
• Current Text—Integration of financial accounting and reporting
standards arranged by topic for general and industry standards
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• EITF Abstracts—Full text of abstracts of issues considered by the
Emerging Issues Task Force. It also includes an EITF topical index.
• Implementation Guides—Questions and answers from FASB Special
Reports and other published implementation guidance.
• Comprehensive Topical Index—References are linked to the appro
priate sections in the items listed above.
Purchasers receive updates approximately four times a year.
FARS for Windows is designed to be loaded on a hard drive and is
available on CD-ROM or on diskettes (currently ten diskettes). FARS
for Windows is compatible with computer systems that have the fol
lowing specifications:
• Intel-compatible 80386 processor or greater
• Four MB of RAM (8MB or more recommended)
• Microsoft Windows™ 3.1 running in enhanced mode
• Fixed disk (hard drive) containing 25 megabytes of free disk space
• VGA monitor
• Mouse or other Microsoft-compatible input device.
For single-user systems, the cost for FARS for Windows is $448 for
members3 and academics; for all others, the cost is $560.
For network installation, the cost is based on concurrent usage. Users
must have a reasonable mechanism or process in place to assure that
the number of concurrent users of FARS does not exceed the number of
concurrent users declared for the network. The cost for the first user is
$448 for members and academics and $560 for all others. For each ad
ditional user, the cost is $396 for members and academics and $495 for
all others. CD-ROM or one set of ten diskettes with documentation is
provided for each network. The DOS version is on diskette only.
For information about the DOS version of FARS or for technical
questions about FARS for Windows, call (203) 847-0700 extension 575.
For ordering information call (203) 847-0700, extension 558.

3 This means members of the Financial Accounting Foundation and the Ac
counting Research Association of the AICPA.
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Recent GAAP Pronouncements
A uthoritative A ccounting Pronouncem ents Becom ing
Effective in 1995
As noted on page 31, the accounting principles to be followed for
compiled or reviewed financial statements are the same as those for
audited financial statements. Many authoritative accounting pro
nouncements became effective in 1995, or have 1995 delayed effective
dates for certain reporting entities. Following is a brief overview of
some of the pronouncements becoming effective in 1995 that practitio
ners performing compilation and review engagements should be
aware of. When applying these pronouncements, practitioners should
refer to the complete professional standard.
• FASB Statement No. 106, Employers' Accounting for Postretirement
Benefits Other than Pensions (FASB, Current Text, vol. 1, secs. P16
and P40), is effective for fiscal years beginning after December 15,
1992, but has a two-year delayed effective date of December 15,
1994, for plans outside the United States and for nonpublic em
ployers that sponsor defined benefit postretirement plans with no
more than 500 participants. Statement No. 106 applies to all forms
of postretirement benefits other than pensions, but focuses princi
pally on postretirement health care benefits. The Statement re
quires accrual of the expected cost of providing postretirement
benefits to employees, their beneficiaries, and covered dependents
during the years in which employees render service. The FASB has
published A Guide to Implementation o f Statement 106 on Employers'
Accounting for Postretirement Benefits Other Than Pensions. This pub
lication is available from the FASB (203) 847-0700, extension 10,
Product No. PQA106; $8.80 for members and academics/$ll for
nonmembers.
• FASB Statement No. 107, Disclosures about Fair Value o f Financial
Instruments (FASB, Current Text, vol. 1, sec. F25), extends existing
fair-value disclosure practices for some instruments by requiring
all entities to disclose the fair value of financial instruments, both
assets and liabilities recognized and not recognized in the state
ment of financial position, for which it is practicable to estimate
fair value. If estimating fair value is not practicable, the Statement
requires disclosure of descriptive information pertinent to estimat
ing the value of a financial instrument. Appendix A of FASB State
ment No. 105, Disclosure o f Information about Financial Instruments
with Off-Balance Sheet Risk and Financial Instruments with Concentra
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tions o f Credit Risk, provides examples of instruments that are in
cluded in and excluded from the definition of a financial instru
ment. Statement No. 107 is effective for financial statements issued
for fiscal years ending after December 1 5 , 1992, except for entities
with less than $150 million in total assets. For those entities, the
effective date is for fiscal years ending after December 1 5 , 1995.
• FASB Statement No. 114, Accounting by Creditors for Impairment o f a
Loan (FASB, Current Text, vol. 1, secs. D22 and I08), and the related
pronouncement, FASB Statement No. 118, Accounting by Creditors
for Impairment o f a Loan—Income Recognition and Disclosures, are
both effective for financial statements for fiscal years beginning
after December 15, 1994. FASB Statement No. 114 addresses the
accounting by creditors for impairment of a loan by specifying
how allowances for credit losses related to certain loans should be
determined. It requires that impaired loans, that are within the
scope of the Statement, be measured based on the present value of
expected future cash flows discounted at the loan's effective inter
est rate or, as a practical expedient, at the loan's observable market
price or the fair value of collateral if the loan is collateral-depend
ent. The Statement defines a loan as impaired if, based on current
information and events, it is probable that a creditor will be unable
to collect all amounts due (both the contractual interest payments
and the principal payments) according to the terms of the loan
agreement.
FASB Statement No. 118 amends FASB Statement No. 114 to allow
a creditor to use existing methods for recognizing interest income
on an impaired loan. It also amends the disclosure requirements in
Statement No. 114 to require disclosure of information about the
recorded investment in certain impaired loans and about how a
creditor recognizes interest income related to those impaired
loans.
• FASB Statement No. 116, Accounting for Contributions Received and
Contributions Made (FASB, Current Text, vol. 1, sec. C67), and FASB
Statement No. 117, Financial Statements o f Not-for-Profit Organiza
tions (FASB, Current Text, vols. 1 and 2, secs. C25 and No5), are
both effective for fiscal years beginning after December 15, 1994,
except for not-for-profit organizations with less than $5 million in
total assets and less than $1 million in annual expenses. For those
organizations, the effective date is for fiscal years beginning after
December 15, 1995. Statement No. 116 establishes accounting
standards for contributions and applies to all entities that receive
or make contributions. Generally, contributions received, includ
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ing unconditional promises to give, are recognized as revenues in
the period received at their fair values. Contributions made, in
cluding unconditional promises to give, are recognized as ex
penses in the period made at their fair values. Conditional
promises to give, whether received or made, are recognized when
they become unconditional, that is, when the conditions are sub
stantially met. The Statement allows certain exceptions for contri
butions of services and works of art, historical treasures, and
similar assets.
Statement No. 117 establishes standards for general-purpose ex
ternal financial statements provided by not-for-profit organiza
tions. It requires that those statements include a statement of
financial position, a statement of activities, and a statement of cash
flows. It also requires classification of an organization's net assets
and its revenues, expenses, gains, and losses based on the exist
ence or absence of donor-imposed restrictions. For implementa
tion guidance on FASB Statement Nos. 116 and 117, refer to
"Implementing FASB 116 and 117," by Martha L. Benson, Alan S.
Glazer, Henry R. Jaenicke, and Kenneth D. Williams, Journal o f Ac
countancy (New York: AICPA, September 1995).
FASB Statement No. 119, Disclosure about Derivative Financial In
struments and Fair Value o f Financial Instruments (FASB, Current
Text, vol. 1, sec. F25), requires disclosures about the amounts, na
ture, and terms of derivative financial instruments that are not
subject to Statement No. 105 because they do not result in off-bal
ance-sheet risk of accounting loss. It requires that a distinction be
made between financial instruments held or issued for trading
purposes (including dealing and other trading activities measured
at fair value with gains and losses recognized in earnings) and
financial instruments held or issued for purposes other than trad
ing. It also amends FASB Statement Nos. 105 and 107 to require
that distinction in certain disclosures required by those State
ments. FASB Statement No. 119 is effective for financial statements
issued for fiscal years ending after December 15, 1994, except for
entities with less than $150 million in total assets. For those enti
ties, the Statement is effective for financial statements issued for
fiscal years ending after December 15, 1995. For additional guid
ance on derivatives and FASB Statement No. 119, refer to the fol
lowing:
— Winograd, Barry N., and Robert H. Herz. "Derivatives: What's
an Auditor to Do?" Journal o f Accountancy (New York: AICPA,
June 1995).
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— Molvar, Roger H.D., and James F. Green. "The Question of
Derivatives." Journal o f Accountancy (New York: A ICPA,
March 1995).
— Derivatives—Current Accounting and Auditing Literature, A Re
port Prepared by the Financial Instruments Task Force of the
Accounting Standards Executive Committee, AICPA (Product
No. 014888).
• FASB Statement No. 121, Accounting for the Impairment o f Long-lived
Assets and for Long-Lived Assets to be Disposed O f (FASB, Current
Text, vol. 1, secs. D22 and I08), requires that long-lived assets and
certain identifiable intangibles (including goodwill) to be held and
used by an entity be reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of the
assets may not be recoverable. In performing the review for recov
erability, the entity should estimate the future cash flows expected
to result from the use of the asset and its eventual disposition. If
the sum of the future cash flows (undiscounted and without inter
est charges) is less than the carrying amount of the asset, an im
pairment loss is recognized. Measurement of an impairment loss
for long-lived assets and identifiable intangibles that an entity ex
pects to hold and use should be based on the fair value of the asset.
The Statement requires that long-lived assets and certain identifi
able intangibles to be disposed of be reported at the lower of carry
ing amount or fair value less cost to sell, except for assets that are
covered by APB Opinion 30, Reporting the Results o f Operations—
Reporting the Effects o f Disposal o f a Segment o f a Business, and Extraor
dinary, Unusual and Infrequently Occurring Events and Transactions.
Assets that are covered by APB Opinion 30 will continue to be
reported at the lower of carrying amount or net realizable value.
FASB Statement No. 121 is effective for financial statements for
fiscal years beginning after December 15, 1995, with earlier appli
cation encouraged. Restatement of previously issued financial
statements is not permitted. Impairment losses resulting from the
application of this Statement should be reported in the period in
which the recognition criteria are first applied and met. The initial
application of this Statement to assets that are being held for dis
posal at the date of adoption should be reported as the cumulative
effect of a change in accounting principle.
• FASB Statement No. 123, Accounting for Stock-Based Compensation,
was issued in October 1995 and establishes financial account
ing and reporting standards for stock-based employee compen
sation plans. The FASB's "Stock-Based Com pensation" project
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included the reconsideration of APB Opinion 25, Accounting for
Stock Issued to Employees (FASB, Current Text, vol. 1, sec. C47), and
related authoritative pronouncements. In June 1993, the FASB
issued an exposure draft titled Accounting for Stock-Based Com
pensation. The proposed accounting differed considerably from
existing practice and was quite controversial. Particularly at is
sue was the tentative conclusion to require recognition of com
pensation expense for certain fixed-price stock options at the
time they are issued. The proposed standard required that com
pensation cost be measured at the fair value of the option or
other stock-based award at the date it is granted, using an op
tion-pricing model. Strong opposition to the proposed standard
came from a wide group of constituencies. In December 1994,
the FASB decided to drop the requirement for expense recogni
tion and to encourage, rather than require, companies to recog
nize the expense. Reporting entities that do not recognize
compensation expense in accordance with the Statement will be
required to disclose the difference between compensation cost
included in net income and the related cost that would have
been recognized in the income statement if the fair-value based
method had been used. The accounting provisions of FASB
Statement No. 123 are effective for transactions entered into in
fiscal years that begin after December 1 5 , 1995, though they may
be adopted on issuance. The disclosure requirements of FASB
Statement No. 123 are effe ctiv e fo r financial statements for fiscal
years beginning after December 1 5 , 1995, or for an earlier fiscal
year for which this Statement is initially adopted for recogniz
ing compensation cost. Pro forma disclosures required for enti
ties that elect to continue to measure compensation cost using
APB Opinion 25, must include the effects of all awards granted
in fiscal years that begin after December 15, 1994. Pro forma
disclosures for awards granted in the first fiscal year beginning
after December 15, 1994, need not be included in financial state
ments for that fiscal year but should be presented subsequently
whenever financial statements for that fiscal year are presented
for comparative purposes with financial statements for a later
fiscal year.
SOP 93-7, Reporting on Advertising Costs (Product No. 014804HU,
$8.50 for members/$9.50 for nonmembers), was issued by the
AICPA's AcSEC in December 1993 and provides for increased
comparability in accounting for advertising costs. The State
ment requires that advertising costs be expensed either as in
curred or the first time the advertising occurs except for certain
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direct-response advertising (for example, direct-mail advertising),
which is capitalized if certain conditions are met. Capitalized di
rect-response advertising is amortized ratably over the period
during which the reporting entity expects to receive benefits
from the specific advertising. At each balance-sheet date, an en
tity assesses the realizability of the carrying amount of capital
ized advertising. If the carrying amount exceeds the remaining
expected future net revenues, the excess is reported as advertis
ing expense in the current period. The SOP also requires that
financial statements include certain disclosures about advertis
ing. SOP 93-7 is effective for fiscal years beginning after June 15,
1994.
• SOP 94-3, Reporting o f Related Entities by Not-for-Profit Organizations
(Product No. 014882HU, $8.50 for members/$9.50 for nonmem
bers), amends and makes uniform the guidance on reporting of
related entities in the AICPA Audit and Accounting Guides,
Audits o f Colleges and Universities and Audits o f Voluntary Health and
Welfare Organizations and in SOP 78-10, Accounting Principles and
Reporting Practices for Certain Nonprofit Organizations. SOP 94-3
provides that the decision about whether the financial state
ments of a reporting not-for-profit organization and those of
one or several other entities (either not-for-profit organizations
or business entities) are to be consolidated should be based on
the nature of the relationship between the entities. That relation
ship also affects the disclosures that the reporting organization
is required to make. The guidance in SOP 94-3 focuses on invest
ments in majority-owned for-profit subsidiaries and financially
interrelated not-for-profit organizations. SOP 94-3 is effective
for financial statements issued for fiscal years beginning after
December 15, 1994, except for not-for-profit organizations that
have less than $5 million in total assets and less than $1 million
in annual expenses. For those organizations, the effective date is
for fiscal years beginning after December 1 5 , 1995. Earlier appli
cation is permitted. For organizations that adopt FASB State
ment No. 117 before its effective date, earlier application of the
SOP is encouraged.•
• SOP 94-6, Disclosure o f Certain Significant Risks and Uncertainties
(Product No. 014880HU, $8.50 for members/$9.50 for nonmem
bers), was issued by the AcSEC in December 1994 to improve
disclosures of the risks and uncertainties confronting entities in
a volatile business environment and to provide users with an
early warning of those risks and uncertainties. The SOP is appli-
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cable to all nongovernmental entities that prepare financial state
ments in conformity with GAAP.4 The SOP requires disclosure of
the nature of an entity's operations and requires that an entity
disclose its major products or services, its principal markets, and
the locations of the markets. If the entity operates in more than one
business, the entity is required to disclose the relative importance
of its operations in each business, and the basis for that determina
tion. The SOP also requires that all entities include an explanation
in their financial statements indicating that the preparation of fi
nancial statements in conformity with GAAP requires the use of
management's estimates. These first two disclosures are required
in all financial statements. The third type of disclosure required by
the SOP is designed to provide information about sensitive esti
mates in the financial statements and is made only when known
information available prior to the issuance of the financial state
ments indicates that (1) it is at least reasonably possible that the
estimate of the effect on the financial statements of a condition,
situation, or set of circumstances that existed at the date of the
financial statements will change in the near term (within one year
of the balance-sheet date) due to one or more future confirming
events, and (2) the effect of the change would be material to the
financial statements. Some examples of recorded amounts or dis
closures that may be based on estimates that are particularly sensi
tive to change in the near term include inventory and equipment
subject to rapid technological obsolescence, valuation allowances
for commercial and real estate loans, litigation-related obligations,
and amounts reported for long-term obligations, such as amounts
reported for pensions and post-employment benefits. If the criteria
are met, the disclosure must describe the nature of the uncertainty
and indicate that it is reasonably possible that the estimate will
change in the near term. If the estimate involves a contingency
covered by FASB Statement No. 5, Accounting for Contingencies
(FASB, Current Text, vol. 1, sec. C59), the disclosure also should
include an estimate of the possible loss or range of loss, or state
that an estimate cannot be made. The final requirement of the SOP
addresses risks and uncertainties arising from an entity's current
vulnerability due to certain concentrations. An example of a con
centration is a manufacturer who depends on one supplier for ma
terials and whose business would be significantly disrupted by the
4 The applicability of the SOP to financial statements prepared using an OCBOA
is not clear. Paragraph B-47 of the SOP indicates that the issue of the SOP's
applicability to financial statements prepared using an OCBOA is a pervasive one
that goes beyond the scope of the SOP.
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loss of that supplier. Disclosure of concentrations is required if
based on information known to management prior to the issuance
of the financial statements, (1) the concentration existed at the date
of the financial statements, (2) the concentration makes the enter
prise vulnerable to the risk of a near-term severe impact (a signifi
cant financially disruptive effect on the normal functioning of the
entity), and (3) it is at least reasonably possible that the events that
could cause the severe impact will occur in the near term. The
content of the disclosure is not generally specified; however, it
should inform users of the nature of the risk involved. For concen
trations of labor subject to collective bargaining agreements, and
for operations outside an entity's home country, certain specified
information must be disclosed. The provisions of SOP 94-6 are ef
fective for financial statements issued for fiscal years ending after
December 15, 1995, and for financial statements for interim peri
ods in fiscal years subsequent to the year for which the SOP is first
applied. Early application is encouraged but not required.
• Practice Bulletin 145 Accounting and Reporting by Limited Liability
C om panies and Lim ited L iability Partnerships (P ro d u ct No.
033160HU, $6.50 for members/$7.25 for nonmembers), provides
guidance on applying existing accounting literature to limited li
ability companies and limited liability partnerships (hereinafter
referred to as limited liabilities companies or LLCs). LLCs com
bine the limited liability aspect of corporations with the flow
through tax attributes of partnerships. Because an LLC is formed
under state law, its characteristics may vary depending on the
state in which it is organized. However, LLCs generally have the
following characteristics:
— An LLC is an unincorporated association of two or more "per
sons."
— Its members have limited personal liability for the debts and
obligations of the entity.
— It is classified as a partnership for federal income tax purposes
and thus lacks at least two of the four corporate characteristics
which include limited liability, free transferability of interests,
centralized management, and continuity of life.

5 SAS No. 69, The Meaning of Present Fairly in Conformity With Generally
Accepted Accounting Principles in the Independent Auditor's Report, identifies
AICPA practice bulletins as authoritative (i.e., "must know") accounting princi
ples.
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Practice Bulletin 14 is effective for financial statements issued after
May 3 1 , 1995.

Authoritative Accounting Pronouncements Issued in 1995
Following is a list of various authoritative accounting pronounce
ments issued from January 1 , 1995 to November 1 , 1995, and their effec
tive dates.
Statements o f Financial A ccounting Standards
and Interpretations Issued by the FA SB6
To order copies, call the FASB at (203) 847-0700, ext. 10.
Description
FASB Statement Accounting and Reporting
by Mutual Life Insurance
No. 120
Enterprises and by
Insurance Enterprises for
Certain Long-Duration
Participating Contracts
FASB Statement Accounting for the
Impairment of Long-lived
No. 121
Assets and for Long-lived
Assets to be Disposed of
FASB Statement Accounting for Mortgage
Servicing Rights
No. 122

Effective Date
Financial statements for
fiscal years beginning
after December 15, 1995

Financial statements for
fiscal year beginning after
December 15, 1995.
Should be applied
prospectively in fiscal
years beginning after
December 15, 1995, to
transactions in which a
mortgage banking
enterprise sells or
securitizes mortgage loans
with servicing rights
retained and to impairment
evaluations of all amounts
capitalized as mortgage
servicing rights, including
those purchased before the
adoption of the Statement.

6 See the Audit Risk Alert State and Local Governmental Industry Developments—
1995 for recently issued Statements of the Governmental Accounting Standards
Board.
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Description
FASB Statement
No. 123

FASB
Interpretation
No. 417

Effective Date

The accounting
requirements of this
Statement are effective
for transactions entered
into in fiscal years that
begin after December 15,
1995, though they may
be adopted on issuance.
(See Statement for
effective dates for
disclosure requirements.)
Offsetting of Amounts
Financial statements
Related to Certain Repurchase issued for periods ending
after December 15, 1994.
and Reverse Repurchase
Agreements
Accounting for Stock-Based
Compensation

EITF Consensus Positions
To order copies of the following publications, call the FASB at (203)
847-0700, ext. 10.
Description

Date Consensuses Reached

EITF Issue No.
94-1

Accounting for Tax Benefits
Resulting From Investments
in Affordable Housing
Projects

November 17, 1994
May 18-19,1995

EITF Issue No.
94-3

Liability Recognition for
Certain Employee Termination
Benefits and Other Costs to
Exit an Activity (including
Certain Costs Incurred in a
Restructuring)
Determination of What
Constitutes All Risks and
Rewards and No Significant
Unresolved Contingencies in
a Sale of Mortgage Loan
Servicing Rights under Issue
No. 89-5

May 19, 1994
November 17, 1994.
January 19, 1995

EITF Issue No.
94-5

September 21-22,1994
November 17, 1994
January 19, 1995

(continued)
7 FASB Interpretation No. 41 was issued in December 1994.
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Description
EITF Issue No.
94-6
EITF Issue No.
94-7

EITF Issue No.
94-9
EITF Issue No.
94-10

EITF Issue No.
95-2

EITF Issue No.
95-3
EITF Issue No.
95-4

EITF Issue No.
95-5

EITF Issue No.
95-6

EITF Issue No.
95-7
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Accounting for the Buyout
of Compensatory Stock
Options
Accounting for Financial
Instruments Indexed to, and
Potentially Settled in, a
Company's Own Stock
Determining a Normal
Servicing Fee Rate for the
Sale of an SBA Loan
Accounting by a Company
for the Income Tax Effects of
Transactions among or with
its Shareholders under
FASB Statement No. 109
Determination of What
Constitutes a Firm
Commitment for Foreign
Currency Transactions Not
Involving a Third Party
Recognition of Liabilities in
Connection with a Purchase
Business Combination
Revenue Recognition on
Equipment Sold and Sub
sequently Repurchased
Subject to an Operating Lease
Determination of What
Risks and Rewards, If Any,
Can Be Retained and
Whether Any Unresolved
Contingencies May Exist in
a Sale of Mortgage Loan
Servicing Rights
Accounting by a Real Estate
Investment Trust for an
Investment in a Service
Corporation
Implementation Issues
Related to the Treatment of
Minority Interests in
Certain Real Estate
Investment Trusts

Date Consensuses Reached
September 21-22, 1994
November 17, 1994
January 19, 1995
September 20-21,1995

January 19, 1995

July 20-21,1995

July-20-21,1995

May 18-19,1995

July 20-21,1995

July 20-21,1995

July 20-21,1995
September 20-21, 1995

September 20-21,1995

Description

Date Consensuses Reached

EITF Issue No.
95-8

Accounting for Contingent
Consideration Paid to the
Shareholders of an Acquired
Company in a Purchase
Business Combination

September 20-21,1995

EITF Issue No.
95-9

Accounting for Tax Effects
of Dividends in France in
Accordance with FASB
Statement No. 109

September 20-21,1995

EITF Issue No.
95-10

Accounting for Tax Credits
Related to Dividend
Payments in Accordance
with FASB Statement No.
109

July 20-21,1995

EITF Issue No.
95-12

Pooling-of-interests with a
Common Investment in a
Joint Venture

September 20-21, 19958

EITF Issue No.
95-13

Classification of Debt Issue
Costs in the Statement of
Cash Flows

September 20-21,1995

EITF Issue No.
95-14

Recognition of Liabilities in
Anticipation of a Business
Combination

September 20-21,19959

Statem ents o f Position and Practice Bulletins Issued by the
AICPA
To order copies, call the AICPA Order Department at (800) TOAICPA. The cost is $8.50 members/$9.50 nonmembers. Product num
bers are shown in parentheses.
Description
SOP 94-5
(014883HU)

Disclosures of Certain
Matters in the Financial
Statements of Insurance
Enterprises

Effective Date
Financial statements
issued for periods ending
after December 15, 1994.
(continued)

8 The EITF intends to discuss this issue further at its November 15-16, 1995
meeting.
9 See Note 8.
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Effective Date

Description
SOP 94-6
(014880HU)

Disclosure of Certain
Significant Risks and
Uncertainties

Financial statements
issued for fiscal years
ending after December
15, 1995.

SOP 95-1
(014889HU)

Accounting for Certain
Insurance Activities of
Mutual Life Insurance
Enterprises
Financial Reporting by
Nonpublic Investment
Partnerships

Financial statements for
fiscal years beginning
after December 15, 1995.

SOP 95-2
(014808HU)

Practice Bulletin Accounting and Reporting
by Limited Liability
No. 14
Companies and Limited
(033160HU)
Liability Partnerships

Financial statements
issued for fiscal years
beginning after
December 15, 1995.
Financial statements
issued after May 3 1 , 1995.

Financial-Statement Disclosure Overload
One of the recommendations in a 1994 report by the AICPA Special
Committee on Financial Reporting (the Jenkins Committee) was that
standard setters and regulators expand their efforts to eliminate disclo
sures that are less useful. Recently, much has been written and said on
the topic of financial-statement disclosure overload, and many users
and preparers of financial statements are calling for improvements in
this area.
The FASB is addressing a number of the concerns of the Jenkins
Committee report in its current projects while calling for academic and
other research on disclosure issues. In November 1995, the FASB is
sued a prospectus titled Disclosure Effectiveness. The Prospectus asks
readers to consider possible changes to current disclosure require
ments (1) to reduce the cost of preparing and disseminating disclosures
while providing users with the information they need and (2) to elimi
nate disclosures that are not useful for decision making. The FASB is
encouraging all interested parties to comment on the Prospectus and
plans to host a seminar late in 1995 to bring interested parties together
to discuss the topic of financial statement disclosures.
In January 1995, the PCPS Executive Committee agreed to examine
this issue and established a Special Task Force on Standards Overload
(the Special Task Force). The Special Task Force has developed recom
mendations and prepared a report entitled Report o f the PCPS Special
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Task Force on Standards Overload. This report will now be considered by
the PCPS Executive Committee, the AICPA, the FASB, and the profes
sion as a whole.

Auditing Standards Division Publications Relevant to
SSARS Engagements
The following publications are published by the Auditing Standards
Division and are available from the AICPA Order Department. For
ordering information, see page 51 of this Compilation and Review
Alert under "Order Department." Product numbers and prices are
shown in parentheses.
Codification o f Statements on Standards fo r A ccounting and
Review Services
Statements on Standards for Accounting and Review Services (SSARSs)
are the standards by which compilation and review engagements are
performed. (057166HU; $13 for members/$14.25 for nonmembers)
Codification o f Statements on A uditing Standards
Codification o f Statements on Auditing Standards includes SAS Nos. 173 and SSAE Nos. 1-3. Practitioners performing compilation and re
view engagements may need to consult the auditing standards because
the SASs are the only source of authoritative accounting guidance in
areas such as subsequent events and evaluation of the adequacy of
going-concern disclosure. In addition, SSARS frequently refer the
reader to the SASs for amplification of topics mentioned in SSARS.
(Product No. 059025HU, $52 for members/$57.25 for nonmembers)

AICPA Services
O rder D epartm ent
To order AICPA products, call: (800) 862-4272 (menu selection #1);
write: AICPA Order Department, HU, P.O. Box 2209, Jersey City, NJ
07303-2209; fax: (800) 362-5066. Prices do not include shipping and
handling. When ordering, please specify the product number to ensure
that you receive the correct publication.
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Technical Inform ation Hotline
The AICPA Technical Information Hotline answers members' in
quiries about accounting, auditing, attestation, compilation, and re
view services. Call: (800) 862-4272 (menu selection #2)
Ethics
Members of the AICPA's Professional Ethics Division answer inquir
ies concerning independence and other behavioral issues related to the
application of the AICPA Code of Professional Conduct. Call: (800)
862-4272 (menu selection #4)

* * * *
This Compilation and Review Alert replaces Compilation and Review
Alert— 1994
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APPENDIX

The Representation Letter in a SSARS
Review Engagement
About the time your accountant completes the review of your en
tity's financial statements, you will be asked to sign a letter that, at first
glance, may appear formidable, but really isn't. As management, you
are asked to acknowledge that you, rather than the accountant, have
primary responsibility for the financial statements and that to the best
of your knowledge these statements are correct. The letter does not
change or add to your fundamental responsibilities, nor does it relieve
the accountant of any of his or her responsibilities. It simply clarifies
the traditional roles that management and the accountant perform. Ac
countants refer to such letters as representation letters. The standards for
review engagements, Statements on Standards for Accounting and Review
Services (SSARS), now require that accountants obtain a representation
letter from their review clients.
This pamphlet is for individuals who are unfamiliar with a repre
sentation letter and who may not have been asked to sign one before.
Its purpose is to anticipate and answer your questions.
Why is a Representation Letter Required?
The accountant's review report lends credibility to financial state
ments that are used by bankers, investors and others. The accountant
must comply with rigorous standards that govern the process and pro
cedures of a review. Those standards are established by the American
Institute of Certified Public Accountants' Accounting and Review
Services Committee, composed of CPAs, most of whom are practicing
certified public accountants. Their recommendations are developed
over extended periods and are widely circulated for comment to thou
sands of people, including regulatory bodies.
In November 1992, the Accounting and Review Services Committee
issued SSARS No. 7, which makes obtaining a client representation
letter a required procedure in a review engagement. That is why you
will be asked to sign a representation letter.
W hat A re M anagem ent's R esponsibilities?
Financial statements are management's representation. You as the
manager of an entity have access to the most detailed information
about the entity and have daily first-hand exposure to transactions and
other events reported in the financial statements.

53

As part of your stewardship role in management, you are responsi
ble for the selection of accounting principles when alternatives are
available. This is true even though you may be unfamiliar with the
intricacies of accounting practices.
The accountant usually advises you in the preparation of financial
statements and often drafts them for you, but this does not dilute your
responsibility. The accountant makes inquiries and performs analytical
procedures to review the financial statements and issues a review re
port on them. However, that does not lessen your responsibility for
those statements.
A representation letter documents information relating to your
knowledge of the entity and your intentions. It complements other pro
cedures the accountant performs to review the financial statements.
Does a Representation Letter Benefit M anagem ent?
Yes, a representation letter has several benefits for management. It
avoids misunderstandings and provides a checklist for important mat
ters that affect the financial statements.
During the review, you will respond to many of the accountant's
questions. For example, after identifying related party transactions, the
accountant routinely asks whether management has knowledge of any
other such transactions not already disclosed. Another example is an
accountant's reliance on management's representation that it has titles
to all owned assets. The purpose of putting these representations in
writing is to confirm the continued appropriateness of the information
obtained in discussions with management.
Does Signing a Representation Letter A lter Responsibilities?
No. It simply affirms a responsibility that already exists. The repre
sentation letter does not lessen the accountant's responsibilities,
whether for the conduct of the review or for the accountant's report on
the financial statements. The representations made in a representation
letter do not displace other essential review procedures. An inability to
perform essential procedures would constitute a limitation on the
scope of the review even if management were to provide repre
sentations covering such matters.
It is important that questions regarding representations be thor
oughly explored and answered to the full satisfaction of all concerned.
The accountant cannot issue a review report without this letter of rep
resentation. Without this letter in hand, the accountant is left to won
der if management has withheld information. Certainly, this might
raise doubts in the accountant's mind about the reliability and com
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pleteness of management's oral responses to the accountant's inquir
ies.
M anagem ent Should Understand the Im portance o f the
Representation Letter
The representation letter is not just "another form" to be signed. It is
important to the accountant even though, year after year, its form and
substance may go unchanged. Typically, it contains condensed but sig
nificant and wide-ranging representations. Even though the repre
sentation letter may be drafted by the accountant for your signature,
the representations it contains are yours, and you should understand
the full implications of statements in the letter.
Illustrative Representation Letter
The illustrative representation letter included in SSARS No. 1 is re
produced in this pamphlet. The letter is addressed to the CPA firm.
Because the accountant is concerned with the events occurring through
the date of his or her report that may require adjustment to or disclo
sure in the financial statements, the letter will probably bear the same
date as the accountant's report. That date marks the completion of all
significant review procedures.
Illustrative Representation Letter
(Date of Accountant's Report)
(To the Accountant)
In connection with your review of the (identification of financial
statements) of (name of client) as of (date) and for the (period of
review) for the purpose of expressing limited assurance that
there are no material modifications that should be made to the
statements in order for them to be in conformity with generally
accepted accounting principles, we confirm, to the best of our
knowledge and belief, the following representations made to you
during your review.
1. The financial statements referred to above present the finan
cial position, results of operations, and cash flows of (name of
client) in conformity with generally accepted accounting prin
ciples. In that connection, we specifically confirm that—
a. The company's accounting principles, and the practices
and methods followed in applying them, are as disclosed
in the financial statements.
b. There have been no changes during the (period reviewed)
in the company's accounting principles and practices.
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c. We have no plans or intentions that may materially affect
the carrying value or classification of assets and liabilities.
d. There are no material transactions that have not been prop
erly reflected in the financial statements.
e. There are no material losses (such as from obsolete inven
tory or purchase or sales commitments) that have not been
properly accrued or disclosed in the financial statements.
f . There are no violations or possible violations of laws or
regulations whose effects should be considered for disclo
sure in the financial statements or as a basis for recording a
loss contingency, and there are no other material liabilities
or gain or loss contingencies that are required to be ac
crued or disclosed.
g. The company has satisfactory title to all owned assets, and
there are no liens or encumbrances on such asset nor has
any asset been pledged.
h. There are no related party transactions or related amounts
receivable or payable that have not been properly dis
closed in the financial statements.
i. We have complied with all aspects of contractual agree
ments that would have a material effect on the financial
statements in the event of noncompliance.
j . No events have occurred subsequent to the balance sheet
date that would require adjustment to, or disclosure in, the
financial statements.
2. We have advised you of all actions taken at meetings of stock
holders, board of directors, and committees of the board of
directors (or other similar bodies, as applicable) that may af
fect the financial statements.
3. We have responded fully to all inquiries made to us by you
during your review.

(Name of Owner or Chief
Executive Officer and Title)

(Name of Chief Financial
Officer and Title,
where applicable)

Review o f Financial Statements— Illustrative
R epresentation Letter
A review of financial statements consists principally of inquiries of
company personnel and analytical procedures applied to financial
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data. As part of a review of financial statements, the accountant is re
quired to obtain a written representation from his or her client to con
firm the oral representations made to the accountant. The enclosed
representation letter is included for illustrative purposes only. The ac
countant may decide, based on the circumstances of the review en
gagement, that other matters should be specifically included in the
letter and that some of the representations included in the illustrative
letter are not necessary.
It would be worthwhile to discuss the letter with your accountant so
that all agree as to the meaning and significance of the representations.
Ask for an explanation of unfamiliar terms or phrases. (You may want
definitions included in the letter.) Make sure any changed circum
stances are reflected in the current year's letter and that generalizations
not applicable to your entity have not been included inadvertently.
Finally, keep in mind these words which usually appear in the open
ing paragraph:
we confirm, to the best of our knowledge and belief. . .
The representations do not constitute a guarantee that the informa
tion given is correct but rather that it is, in good faith, your best knowl
edge and belief.
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